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SITUATIGI IS CHI If A 


Sumaary 


Th« Chine*# 3over.»w at spears incapable of materially checking 
present trends toward inorsaaing instability and extension of C hin ese 
Coammist military and political influence, unless that Ooveraiaent 
carries out substanti al internal re forms and receives larse^noala 
foreign aid. Its ability to effect such reforms is doStSTSSVltt. 
out thorn, the effectiveness of any foreign aid is also questionable. 

Deterioration of the Chinese Government will probably aooolngatn 
and may within a year lead to disintegration, or to decisive military 
successes for the Gumma aim* Is either event, however, affective 
consolidation of Cotsmalt t; control will be impeded by political an! 
ooonomic disorganisation. 

The U3SR, although ideologically affiliated with the Chinese 
Cosssunlsts, is unlikely to taka u sore active role in China unless US 
support of the Hutional Cover ament tended to reverse present trendc* 

In this event, the USSR would probably intensify its activities along 
China’s northern frontier and in support of the Chinese Canraunista, 
which in turn might result in an ascending spiral of support and acuater- 
support by the US and the USSR, and. a heightening of CSwSoviet tone ion. 


CSHftAL IWTSLLICfHCE 4BSBKT 
0?K8S OF REPORTS AID S3II1IAT7* 


31 October 1047 
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31 October 1947 

aiTU.;,TI0H IS 0HIS4 

X, Present trends In OMwt are In the di motion of increasing instab- 
ility and extension of Chinos* Communist military and political influence* 
Deterioration of the national Corns rnaont will probably accelerate and 
vmy within a year* a tine load to ite disintegration, or to decisive 
Military successes for the Chinese Coranuni sts • The Chinese Sat lenal 
Qovernrasnt, without substantial foreign assistance, has little prospect 
of reversing or even materially checking these trends, because of its 
declining military strength, the mladadnistratlon and corruption preva- 
lent throughout the Gov i-nmnrt*s civil and military structure, its inabil- 
ity to eope with economic ioteri oration, and its lack of popular support* 
Scarcely any positive factor? *re operating to promote the stability of 
the national Government other then (a) hope of economic and military assist- 
ance from the US, and £h) premise of substantial internal reforms, but there 
is considerable doubt that the present doversasent can or will accomplish 
the latter. Without such refers*, Moreover, it is extremely questionable 
whether any reasonable amount of US assistance could achieve the ie sired 
purpose of political and ecoronio stabilisation* 

2, The military advantage in the civil war ie shifting to the Chinese 
CoEsiunistB, who for several months have be on demonstrating that they 
poesess the strategic initiative. The military potential of the nation- 
alist forces has been seriously weakened by attrition of trained manpower, 
munitions and sseteriel* the present extensive military commitments have 
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alawat cxhountcd National! it reserves* The forces of the National 


Governs*- it in Saaohuria are la a precarious position* The larger 
groupings of nationalist troops In north CM no now face increased 
threats to their ooBaamioations* *s a consequence of recent Coesamist 
thrusts southward which haw established three new base areas in 
Central China north of the Yangtze* The National OovenBeeat has little 
reserve troop strength with which to oppose a continuation of suoh 
Cosmmlst thrusts in Central end 9emth China, operations irfiiefc appear 
to be within Cosatauni 3% capabilities. 


3# Ostifioratiag ecoacwle conditions are exerting a ouaulafclve iapaot 
on the political structure of the National Covornnent* While it S*i 
true that Chicago economy, predowbwntly agrarian, is not susceptible 
to sudden or eoapleie paralysis, nevertheless there la a real danger 
that inflation aoy as sues runs my proportions and quickly leal to a 
virtually complete collapse of tbs rational currency* Such a collapse 
undoubtedly would seriously disrupt the economic activities of China's 
important coastal dtlesj rsore significantly it would probably produce 
a political or Isis of the first magnitude and deprive the national 
Govwraeost of febo neons cf providing adequate financial or material 
support to the Nationalist military forces* 

4* Within Nationalist territory, the Nanking Government lacks popular 

support* sad the prestige of fihiaag Kai-chek has greatly dtisS.rd.Shef . 

Unless in the near future las danastrates again a capacity for revolu- 

t ionary leadership# it Is •unlikely that he can recover the support of 

tbs great bulk of politically jon acinus Chinese* On the other hand, there 

ia no alternative leader -or group of leaders in sight* Itnrtheraore, 

opposition to the National feromsant, outside the ranks of tVte Chinese 
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C ® aaMBlBt : iE largely '^organised, lacking in am»d strength, 

sad therefore relatively stive. 

§» If unchecked* present trends will lead to di eintograti on of the 
. Satioaal Government* a authority* the spread of warlordi sm , sad t he 
acceleration of igadenei** tec *urd separatism sad rebellion which ore 
** sloag the nor teaerr. frontier* in South Chin* sad in formes** 

Such political disintegration would facilitate the extension of Chinese 
Coemunist iafluenoo into: areas «here t is non excluded or represented 
«aly by underground gnoupe* 4a ■ L wet-resort alternative to di«$utsgr»» 
tien t the S&tloaal Ooweranwni say seek a ooeprosilss settlement of Its 
conflict with the Chinese Josssuaists* 3ut it is ittaanoclvable that 
the Chinese Cos sa s ai . ste would acoedo to ouch a settlement except 
tmwm which would give them a dominating position in the Ooveriawit* 

In the case of either disintegration or eonprosd.se, however* it it 
probable that aoute politic*! and soonanic dieorgsni sation will prevail 
i® China fen* several years, pro /anting m effective ooneolidaticm of 
Cosesmist control* 

6* Continuing deterioration In the national C wernaea t* a position 
*1 oauo ® traditional Chinese cooperation with .ho US an international 
iceuee to waver, inasmuch as hanking would be inclined to adhere to a 
oourse of opportunism no u t» avoid direct conflict with the 0331. 

?* In the Chinese civil war, the 0338 thus far has refrained fro* overt 
material assistants© to the Chinese doomunists and* in accordance with 
the Sino-Sovlet Treaty of 1344, continue® to recognise the ITatioiia} 
Govwrnomt as sovereign iu (his a. It ia apparent, nevertheless, that 
Sovlot sympathies He with tie Chinese Ooretunista who, because of their 
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ideological affinity with Soviet Coawunists, ere in effect an instrument 
for the extension ox’ Soviet influence* So long as conditions in Chinn 
continue to deteriorate according to the present pattern* which is 
fevoreble to the Chinese Communists, the U33R is expected to refrain 
free open intervention* 0m tlie other hand* should OS eld be provided 
to the national love meant, the USSR night adopt a more active poiioy 
vis-a-vis Chine* To the extent that US assistance tended to prooote 
the stability ei the national Government, such aid would In all probability 
be countered by intensified activity on the pert of the US S3 both to 
further separatist developments along Chine's northern frontier and to 
strengthen and encourage the Chinese Coassunists* In the resultent 
ascending spiral of support and counter-support by the US and the USSR, 
the advantage both in terms of cost and effectiveness of aid would lie 
with the USSR* largo ly because of the vitality of the Chinese Cosmunlst 
movement and the favorable geographic position of the USSR* Suoh a 
course of events would also increase the possibility of a direct slash 
of interests in China between the tj.5 and the USSR* 
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